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Taxation Section 
Edited by J. A. L. GuNN, F.1.c.a. 


DEPRECIATION OF PLANT AND BUILDINGS USED FoR WAR PuRPOSES 


The Federal Commissioner of Taxation has advised that the Income Tax 
Assessment Act assented to on October 6, 1942, provides that a Board of 
Referees constituted under the War-time (Company) Tax Assessment Act 
may determine, after the war, the additional deductions that should have 
been allowed in assessments for the war years, in respect of plant, articles 
or buildings acquired, installed or constructed after June 30, 1938, for war 
purposes. 

Although applications for these special deductions may be lodged with the 
Taxation Department at any time prior to, or within a stipulated period 
after, the termination of the present war, the certificates which are required 
to accompany such applications must be obtained by the potential applicants 
from the appropriate departmental authority within the period specified in 
the Act. 

Where the plant, articles or buildings were acquired, installed or con- 
structed before the commencement of the Act, i.e., before October 6, 1942, 
the certificate should be obtained on or before April 6, 1943. In the case of 
plant, articles or buildings acquired, installed, or constructed on or after 
October 6, 1942, the certificates should be obtained within the period of six 
months immediately succeeding the date of acquisition, installation or con- 
struction. 

The Commissioner has power to extend the period of six months within 
which the necessary certificates may be obtained for a further period not 
exceeding sixty days. To give taxpayers, generally, every opportunity to 
consider the special provisions contained in sections 59A and 59B of the 
Income Tax Assessment Act, 1936-1942, the Commissioner has decided to 
grant a general extension until June 5, 1943, for the purpose of obtaining 
the certificates. 

The certificates may be obtained from the Department of Munitions, the 
Department of Supply and Shipping, or the Department of Commerce and 
Agriculture. 

Applications for certificates should be made, on the appropriate special 
form, to the Department which is in a position to certify that the applicant’s 
property was acquired, installed or constructed for war purposes. Where 
the applications for certificates will be dealt with by the Department of 

unitions, requests for application forms should be addressed to the Board 
of Area Management, Department of Munitions, in the capital city of the 
State in which the applicant carries on business. If the Department of 
Supply and Shipping is the certifying authority, the requests should be 
addressed to the Accountant of that Department at 83 William Street, Mel- 
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bourne, C.1, or to the Board of Area Management, Department of Munitions, 
in capital cities other than Melbourne. Where the applications will be dealt 
with by the Department of Commerce and Agriculture, the requests should 
be forwarded to that Department at Canberra or at 419 Collins Street, 
Melbourne. 
PRIVATE COMPANIES 
Distributions Subject to S. 107 Rebate 

Section 107 of the Commonwealth Income Tax Assessment Act provides 
for a rebate of tax (equivalent to total exemption in the case of a taxpayer 
not subject to the averaging provisions) in the case of a dividend paid wholly 
and exclusively out of any amount or amounts in respect of which the 
company has paid tax, or is liable to pay tax, under Division 7 of Part III 
of the present Act, or the predecessors of Division 7. 

Section 47 (2) provides that distributions by a liquidator to contributories 
share, to the extent to which they are made out of any profits or income, be 
deemed to have been paid wholly and exclusively out of those profits or that 
income. 

The following is a summary of a recent decision by the Board of Review 
on this difficult subject: 

The surplus distributed to contributories by a liquidator amounted to 
£10,417, calculated as follows: 


Expenses of realiza- Profit on realization 
ae ae £12 1 § of book debts .. £3,743 18 10 
Deposits on Income Balance of Profit and 
Tax Appeals . .. 2 0 0 Loss Account at 
Income Taxes 30/6/1938 .. .. 8,766 10 5 
paid £4,208 6 3 Sundry Receipts 
Less Re- (discounts and re- 
funds 589 funds of deposits) 7 10 0 


£3,618 
Less 
Pro- 
vision 
for 
taxation 
balance 


at 
30/6/38 
1532 0 6 
———_ 2,086 12 
Surplus as above .. 10,417 5 


£12,517 19 £12,517 19 3 





The profit on realization of book debts arose in the following manner: 


Sundry debtors vide books .. .. .. .. £50,855 9 
Less Reserve for Doubtful Debts .. .. 5,000 


£45,855 
Pieters renliaed .. 65 55 kc kw iw ce ee)«=6 
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The question for decision by the Board of Review (not yet published) 
was the extent to which an amount of £8,374 representing profits taxed 
under Division 7 and its predecessor was included in the above surplus. 
These profits are referred to in this note as the “S. 104 income.” 

The objecting taxpayer contended that 80-4 per cent. of the surplus was 
subject to the rebate provided by S. 107. 

8,374 100 
of —- = 80-4 per cent. 
10,417 1 

The Commissioner contended that 57:2 per cent. of the surplus was subject 

to that rebate, viz. :— 


8S. 104- Profit 
and Loss 


Account. 
Loss Account. 
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Deductions ) Income 
of expenses Taxes 4,208 
of realization ) Sundry 14 


4,222 
1,080 2415 113 170 442 4,222 
£2.664 £5,959 £279 £420 £1,090 £5 £10417 











5,959 100 
of —- = 57:2 per cent. 
10,417 1 

It will be seen from the above statement that the Commissioner treated the 
S. 104 income amounting to £8,374 as being wholly contained in the balance 
at the credit of Profit and Loss Account, viz., £8,766. As will be shown 
later, this was not the correct position. 

The first problem the Board set out to solve was the extent to which the 
liquidator’s distributions included the several credit items in the Realisation 
Account. 

First of all, the Board appropriated the tax refunds £590, and the tax 
reserve £1,532, totalling £2,122, against the taxes paid £4,208. This left 
£2086 in respect of taxes paid, and also the liquidation expenses £14, total 
£2,100, to be appropriated against the remaining credit items. In making 
this appropriation the Board adopted the rule confirmed by the High Court 
in Resch v. F.C. of T. (1942) 2 A.1.T.R. 231, viz., that where there is an 
appropriation of a smaller sum out of a larger, without regard to the source 
or sources whence the larger fund was derived, the fund must be considered 
as rateably reduced by the appropriation. Applying this rule, the result was: 

Balance of 
Profit on Profitand Loss Sundry 
Realisation. Account. Income. Total. 
£ £ £ 
Credit Items .. .. .. 3,744 8.766 12,517 
Balance of Taxes 
and Expenses .. .. 628 1,471 2.100 


Surplus distributed .. £3,116 £7,295 : £10,417 








MARCH 


The final task was to determine the extent to which S. 104 income was 
contained in the liquidator’s surplus, and from the result to calculate the 
rebate under S. 107. 

The only undistributed amounts subjected to tax under Division 7 were 
the following : 

Year of income ended: 
Undistributed amounts .. 
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30/6/1934 30/6/1935 
£630 £1,551 


30/6/1938 
£6,193 


Total 
£8,374 

It was established that the sum of £6,193, being S. 104 income of year 
ended June 30, 1938, was wholly in the amount of £8,766 standing to the 
credit of Profit and Loss Account at the date of liquidation. 

The main difficulty regarding the other amounts was that (except for 
£143 of the sum of £1,551) they formed part of an amount of £3,081, which 
was the sum of the company’s undistributed net profits for the three years 
ended June 30, 1933, to 1935, and out of which £1,500 was transferred as at 
June 30, 1936, to the credit of the company’s Reserve for Doubtful Debts— 
the latter amount being part of the £5,000 in that reserve at date of 
liquidation. The amount of £3,081 was made up as under: 


Year of income ended: 30/6/1933 30/6/1934 30/6/1935 Total 
Undistributed net profits . .. £223 £1,450 £1,408 £3,081 

The Board, rejecting the “last-in-first-out’” rate and applying the rule 
adopted in Resch’s case, rateably appropriated the £1,500 transferred to 
Reserve for Doubtful Debts in the following manner 























Transferred Left in 

Year ended Undistributed to Doubtful Profit and Loss 
June 30: Net Profits Debts Reserve Account 

£ £ £ 
1933 223 109 114 
1934 1,450 706 744 
1935 1,408 685 723 
£3,081 


£1,500 £1,581 





The amount of S. 104 income left remaining in the Profit and Loss Account 
in respect of years ended June 30, 1934 and 1935, was therefore: 


Year ended June 30, 1934 


630 (S. 104 income) 
1,450 (undistributed net profits) 





Left in 
of £744 < Profit and = £323 
Loss Account 


Year ended June 30, 1935 
The undistributed net profits (£1,408) was considered to consist solely of 
S. 104 income (£1,551). In this view, the amount left in Profit and Loss 
Account, £723, consisted solely of S. 104 income. 
The amount of S. 104 income left remaining in the Doubtful Debts Reserve 
Account was: 


Year ended June 30, 1934 


630 


Year ended June 30, 1935 


For the reason already stated the whole of the balance remaining, £685. 
was considered to consist solely of S. 104 income. 





In 


Thi 
allowe 
a suffi 
There 
§. 31] 


issue : 


The 
treatmer 


been apy 


Dist 
Les; 


Suff 
Divi 


Und 





1943 THE AUSTRALIAN ACCOUNTANT 93 


There remained to be dealt with the previously mentioned sum of £143, 

being the difference between the sum of £1,551 being S. 104 income for year 
ended June 30, 1935, and the sum of £1 408 undistributed net profits of that 
ear. 
' During year ended June 30, 1935, the company had debited to Profit and 
Loss Account the sum of £1,850, of which £1,000 was credited to Reserve for 
Doubtful Debts and the balance was credited to other reserves destroyed 
prior to liquidation. The Board apportioned the £143 as follows: 

In Reserve for Doubtful Debts— 


1,000 e 
1,850 of £143 = £77 


In destroyed Reserves— 


850 
350 of £143 Ss 
£143 


Pausing at this stage, the writer is compelled, with respect, to express a 
doubt as to the correctness of the Board’s treatment of the undistributed 
amount of year ended June 30, 1935. The Board has held that the S. 104 
income, £1,551, is located as follows: 


Undistributed — he tees ae ce om «© 
Reserves .. .. i: a Ce ee ee He 143 


£1,551 
This conclusion can only be arrived at by regarding the amount formerly 
allowed as a deduction from the distributable income in calculating what is 
asufficient distribution as being deductible in the first place from the Reserves. 
There is insufficient information available to reconstruct the assessment under 
S. 31B of the previous Act, but the following will illustrate the point at 


issue : Profit and Loss 
Account Reserves Total 
£ £ £ 
Distributable income .. .. 3,271 1,850 5,121 
Less: One-third allowance . — 1,707 1,707 


Sufficient distribution .. .. 3,271 143 3,414 
Dividends paid .. .. .. .. 1,863 —_— 1,863 


Undistributed amount .. .. £1,408 £143 £1,551 


The writer considers that there is no warrant for this admittedly equitable 
treatment of the allowance, and that the rule in Resch’s case should have 


ben applied, viz. : Account Reserves Total 


Profit and Loss 
£ £ £ 

Distributable income .. .. 3,271 1,850 5,121 

Less: One-third allowance . 1,090 617 1,707 


Sufficient distribution .. .. 2,181 1,233 3,414 
Dividends paid .. .. .. .. 1,863 — 1,863 


Undistributed amount .. .. £318 £1,233 £1,551 
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Continuing with the Board’s decision, the Doubtful Debts Reserve Account 
of £5,000 was held to contain S. 104 income amounting to £1,069: 
Out of profits of year ended June 30, 1934 .. .. .. .. £307 
Out of profits of and ended _—* ss 26 «6 dy 685 
Portion of £143 . Tae 


As the sum of £5,000 standing to the credit of Reserve for Doubtful Debts 
had been reduced to £3,744 by reason of bad debts totalling £1,256, the sum 
of £1,069 had to be reduced to £800, viz.: 


3,744 — 
The amount standing to the credit of Profit and Loss Account, £8,766, was 
held to contain S. 104 income amounting to £7,239: 
Year ended 
June 30: 
RS does a ee £323 
RDAs chee ade ahr gel on 723 
Re ye ae ae 6,193 


£7,239 


The sum of £800 (being part of the £3,744 balance of Doubtful Debts 
Reserve Account) and the sum of £7,239 (being part of the £8,766 balance 
of Profit and Loss Account) was deemed to have borne their share of the 
expenses already attributed to each of the larger sums. These expenses were 
respectively £628 and £1,471. 

(a) Part of Reserve for Doubtful Debts .. 
Less proportion of expenses— 


800 
7 
3744 of £628 .. 


S. 104 income 


(b) Part of Profit and Loss Account .. .. .. .. .. .. £7,239 
Less proportion of expenses— 
7,239 . 


S. 104 income £6,024 


Total of S. 104 income vide (a) and (b) .. .. .. .. £6,690 


Therefore, out of the surplus of £10,417 distributed by the liquidator, 642 
per cent. was subject to the rebate provided by S. 107, viz.: 


6,690 100 
10,417 1 


= 64-2 per cent. 


EvaASION OF TAX 


The taxpayer, in the course of his business in dealing in real estate, acquired 
certain shops which he sold at a profit of £3,923. The profit, although 
recorded in the taxpayer’s books, was omitted from his income tax returm. 
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The taxpayer’s explanation was that his accountant had said that the profit 
would not be assessable until the balance of purchase money secured by 
mortgages was paid off. The taxpayer had returned in other years profits 
similarly made and secured. Eleven years afterwards the Commissioner 
issued an amended assessment and included therein the profit of £3,923. 
Held that there had been an avoidance of tax due to fraud or evasion and 
that the Commissioner was, therefore, entitled to amend the assessment. 
Barripp v. C. of T. (N.S.W.) (1941) 2 A.LT.R. 161. “In the past Lord 
Hardwicke and Lord Eldon declined to define fraud as a general proposition 
‘lest other means of avoiding the equity of the Court should be found out’ 
(Lawley v. Hooper (1745) 3 Atk. 278 at p. 279; Mortlock v. Buller (1804) 
10 Ves. 291 at p. 306). And where these learned persons have feared to 
tread with regard to fraud and its infinite variety it would be vain for me 
to rush in with a definition of evasion,” per Rich, A.C.J., at p. 162. “It is 
inadvisable to attempt to define what is meant by evasion in the Act. Its 
meaning is discussed in Wilson v. Chambers & Co. Pty. Ltd. (1926) 38 
C.L.R. 131. It is sufficient for the purpose of this appeal to say that where 
a taxpayer makes a profit, which he knows to be taxable income, he would 
be guilty of evasion in the absence of some satisfactory explanation for the 
omission. That is exactly the position in the present case,” per Williams, 
J., at p. 165. 

The decisions in Barripp’s case appear to support the argument that an 
omission of income resulting in avoidance of tax must be intentional before 
there is any evasion of tax. 


LEASEHOLD IMPROVEMENTS 
Meaning of Tenant Rights 


Section 88 (2) provides for a sinking fund deduction in respect of 
expenditure incurred by a lessee in making certain improvements “not subject 
to tenant rights.” Wharton’s Law Lexicon (14th ed., p. 981) gives the 
following meaning of tenant right: 

“Tenant-right, in England—(1) a custom ensuring to an outgoing 
tenant compensation from his landlord for not being able to reap the full 
benefit of labour or improvements expended or made during the tenancy ; 
or (2) the money due in pursuance of the custom. There is an implied 
contract by the landlord to pay this (Faviell v. Gaskoin (1852), 7 Ex. 
273); and a custom throwing liability on the incoming tenant is bad 
(Bradburn v. Foley (1878), 3 C.P.D. 129) though as a matter of fact 
and for convenience the incoming tenant generally pays the compensation 
by agreement with the landlord.” 

In a recent, and as yet unpublished, decision of the Board of Review it was 
held that, where a lessee erected improvements on the leased land and 
covenanted to remove the buildings at his own expense at the expiration 
of the lease and to restore the property to its former condition, the covenant 
imposed an obligation on the lessee and, therefore, was essentially different 
from “tenant rights.” Accordingly, the lessee was entitled to a deduction 
under S. 88 (2). 

After quoting the above definition from Wharton’s Law Lexicon, the Board 
went on to say: “It is obvious that the covenant in question was designed to 
Protect the lessor and not the taxpayer. The latter, instead of getting a benefit 
or a privilege, had a burden imposed on him. It was certainly nothing in the 
tature of a ‘tenant right,’ for it involved the landlord in no liability whatso- 
‘ver. In support of the Commissioner’s view, his representative pointed to 
the fact that the taxpayer had received £240 for the sale of the materials. 
This appears to have been a purely fortuitous happening—about eighteen 
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months after the end of the year under review. It was quite outside the terms 
of the lease, and as it was something in which the landlord was not concerned, 
it lacks the essential element of ‘tenant right.’ The claim for a deduction under 
the provisions of S. 88 (2) is therefore upheld in principle.” 


Cost oF STREET Works REPAYABLE BY INSTALMENTS 


The defendants were the owners of certain private streets adjacent to 
docks. The plaintiffs wished to take over these streets, but, before doing s0, 
required certain repairs and works to be done. The parties agreed, however, 
that the plaintiffs should do the repairs, and the defendants were to repay 
the cost by means of twenty annual instalments of £600, a total of £12,000. 
The actual cost of the works was £8,550. The difference between the sums 
represented interest on the £8,550. Held that only such part of each annual 
instalment as represented interest was assessable income (Mayor, Aldermen 
and Burgesses of Goole v. Trustees of the Aire and Calder Navigation [1942] 
2 All E.R. 276.. 

DEFINITION OF PRIVATE COMPANY 

Section 103 of the Commonwealth Income Tax Assessment Act defines a 
“private company” as meaning a company which is under the control of not 
more than seven persons and which is not a company in which the public 
are substantially interested or a subsidiary of a public company. 

A company shall be deemed to be under the control of any persons where 
the major portion of the voting power or the majority of the shares is held 
by those persons or is held by those persons and nominees of those persons 
or where the control is, by any other means whatsover, in the hands of those 
persons, S. 103 (2) (c). 

Persons in partnership and persons interested in the estate of a deceased 
person or in property held in trust shall respectively be deemed to be a single 
person, S. 103 (2) (d). 

A nominee of any person means one who may be required to exercise his 
voting power at the direction of, or holds shares directly or indirectly on 
behalf of, that person and includes a relative of that person, S. 103 (1). 

A “relative” means a husband or wife or a relation by blood, marriage or 
adoption, S. 6. 

Since their inception in 1934, these provisions were administered on the 
footing that a company was deemed to be a “private company” unless it was 
under the control, whether actual or potential, of at least eight independent 
shareholders, none of whom was related to or was in partnership with any 
of the others in that group, or was a nominee of any of the others, or was 
beneficially interested in a trust estate with any of the others, except where 
the company was one in which the public were substantially interested or it 
was a subsidiary of a public company. 

In 9 C.T.B.R. Cas. 20, the Board of Review expressed the opinion that it 
was not mandatory to consider any more than the smallest number of share- 
holders who held a majority of the shares. 

Example : 

The following is a list of the shareholders of an unlisted company :— 
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7,000 
3,000 
2,500 

1,500 
1,500 
1,000 


MO MMO D> 





the « 
All | 
acqu 
relev 
com 
share 
three 
Victe 
Aust: 
ordin 
ordin 
that t 
was f 
only 
regar« 
cent. 
compa 
Lat! 
selecte 
descriy 
This g 
no les: 
group 
stated 
selecter 
include 
“T thes 
sharehc 
nomine 
the ord 
compan 
member 
8 as te 
télation 
public. 
consider 
Same as 
any obje 
a are t! 
rms of 


THE AUSTRALIAN ACCOUNTANT 


I 1,000 
J 500 
K 500 

oe 6,500 


The company was considered to be a private company because it was under 
the actual or potential control of three persons, A, B and C, who hold 25,000 
of the 36,500 shares. It is true, but was considered irrelevant, that it is also 
under the potential control of many groups including C to K inclusive, who 
hold 18,500 of the 36,500 shares. 

The above views, with which the writer takes the liberty of agreeing, have 
been upset by the recent decision of the High Court in Adelaide Motors Ltd. 
v. F.C. of T. At the relevant date, the issued capital of the company con- 
sisted of 41,700 fully paid £1 ordinary shares and 20,000 £1 preference shares. 
There were 30 ordinary shareholders and 68 preference shareholders. There 
were three directors. The shares have in each year since the formation of 
the company been quoted on the official list of the stock exchange of Adelaide. 
All the ordinary shares were either allotted unconditionally to or have been 
acquired unconditionally by the ordinary shareholders and were, at the 
relevant date, beneficially held by them. The Commissioner assessed the 
company on its undistributed income as a private company. The group of 
shareholders chosen by the Commissioner consisted of seven persons—the 
three directors and four other shareholders, two of whom live at Mildura, 
Victoria, another at Renmark and another at Brighton, both in South 
Australia. These seven persons (with relatives of directors) owned 36,850 
ordinary shares, leaving 4,850 ordinary shares (less than 25 per cent. of the 
ordinary shares) otherwise held. The Commissioner contended, therefore, 
that the company was under the control of not more than seven persons, and 
was not a company in which the public was substantially interested, because 
only persons outside the group selected by the Commissioner could be 
regarded as members of the public, and such outsiders held less than 25 per 
cent. of the ordinary shares. Held that the company was not a private 
company within the meaning of S. 103 (1). 

Latham C.J. pointed out that there was no suggestion that the seven 
selected persons act together in any manner as a group, but they satisfied the 
description of persons (and their nominees) holding a majority of the shares. 
This group might, therefore, be deemed to be in control of the company. But 
no less than 9,086 different groups of seven persons could be selected, each 
group controlling a majority of shares. The Commissioner’s contention, as 
stated above, led to remarkable results. Shareholders excluded from a 
elected group would be members of the public. If those shareholders were 
included in another selected group they would not be members of the public. 
‘I therefore proceed to consider the relation to the company of the four 
shareholders whom the Commissioner has added to the directors and their 
tominees so as to make a control group holding more than 75 per cent. of 
the ordinary shares. Is there any particular relation between them and the 
‘company which distinguishes them from other shareholders? If they were 
members of a group which in fact acted together in control of the company 
% as to be distinguishable for that reason from other shareholders, then, in 
relation to the company, they might fairly be said not to be members of the 
public. But they are not members of any such group. When they are 
‘nsidered as shareholders their relation to the company is precisely the 
“ame as that of all other shareholders except the directors. According to 
aly objective test, they are members of the public in exactly the same sense 
’ are the other shareholders. There is no warrant that I can find in the 
‘rms of the Act for the proposition that the Commissioner can, by a process 
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of arbitrary selection, disqualify particular shareholders from membership 
of the public. The four shareholders mentioned should therefore be held to 
be members of the public.” Treating the four shareholders as members of 
the public, more than 25 per cent. of the ordinary shares were held by the 
public and the Commissioner’s claim therefore failed. 

Rich J. said that, in his opinion, the company was not under the control 
of “any persons” within the meaning of S. 103 (2) (c) because the major 
portion of the voting power or the majority of the shares is neither held by 
those persons nor by those persons and nominees of those persons, nor is the 
control by any other means whatever in the hands of those persons. “The 
object of this definition is to extend by means of the fiction the control of a 
company beyond the limits of actual control .... But the facts in this case 
show that the de facto control of the company is in the hands of more than 
seven persons. Thus one element or condition is wanting to comply with 
the definition. And the other condition is also wanting because shares 
carrying more than 25 per centum of the voting power have been allotted 
unconditionally to or acquired by the ordinary shareholders and these shares 
were on the relevant date—30 June, 1940—beneficially held by such share- 
holders.” 

Starke J. said, “In terms the section only refers to a company which is 
under the control of not more than seven persons; it contemplates and pro- 
vides for a single group of persons of not more than seven persons of whom 
it can be established that they, and no other, control the company. Those 
persons may control the company because they have the major portion of 
the voting power, the majority of the shares may be held by them or their 
nominees, or the control is by any other means whatever in their hands. 
The section becomes unintelligible, if, according to the Act, the control of 
the company may be deemed to be in any of a number of groups of share- 
holders not exceeding seven persons, and as in this case, in several thousands 
of such groups.” 

All companies are liable to Commonwealth ordinary income tax. A private 
company is also liable to tax at the shareholders’ rates on its undistributed 
income, Ss. 104 and 105. A non-private company is liable, in addition to 
ordinary income tax, to super-tax, war-time (company) tax, and tax at a 
flat rate on its undistributed income. It is, therefore, of vital importance 
that the line between private companies and non-private companies should 
be defined with certainty. The High Court’s recent decision shows that the 
present line is by no means certain. It is recommended that the definition 
of a “private company” be redrafted so as to provide that, where any seven 
persons (and their relatives) beneficially own a majority of the ordinary and 
preference shares, the company is deemed to be a private company, except 
where the company is a subsidiary of a public company. If it is decided to 
retain the other negative attribute, viz., “a company in which the public are 
substantially interested,” S. 103 (2) (a) should provide that none of the 
seven or less selected persons, or their nominees or relatives, shall be deemed 
to be a member of the public. 

Undoubtedly the definition of “relative” contained in S. 103 is too wide. 
As pointed out by Latham C.J. in Adelaide Motors Ltd. v. F.C. of T., “4 
cousin fifty times removed is a relative under this definition. Possibly 4 
sufficiently extensive investigation would show that nearly everybody 
Australia, and millions of people outside Australia, are “relatives” of nearly 
everybody else in Australia within this definition. It was pointed out m 
Himley Estates Ltd. and Humble Investments Ltd. v. I.R. Comrs. (1932) 
17 Tax Cas. 367, that the definition produces the result that persons who 
have nothing whatever to do with a company in any capacity are nevertheless 
“deemed” to be in control of the company, e.g., sons and nephews, 4 
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“relatives” of their mothers and aunts, are “nominees” of the latter, who are 
therefore themselves “in control” of a company in which the sons and 
nephews happen to hold the majority of shares—though the mothers and 
aunts have never even heard of the company. This provision was properly 
described in Himley’s Case as both bewildering and ridiculous. 

Under the corresponding provisions of the present English Act, the 
expression “relative” means “a husband or wife, ancestor, or lineal descendant, 
brother or sister.” It is considered that the definition of “relative” contained 
in the Commonwealth Act should be amended to agree with the provisions 
of the English Act. Moreover, the term should be restricted to relatives 
who are shareholders of the company the status of which is under 
consideration. 





Ruling from the Rationing Commission 


TRANSFER OF BUSINESS OR SECTION OF BUSINESS From ONE RETAILER 
To ANOTHER 


The Deputy Director, Rationing Commission, advises that the correct pro- 
cedure to be adopted in connection with the transfer of a business or section of 
a business from one retailer to another is as follows: 

(a) The vendor should write to the Deputy Director of Rationing fur- 

nishing a return showing his stocks on hand of: 


i. rationed goods 

ii. coupons, 

and should surrender the coupons at the same time. 

The purchaser, on producing to the Deputy Director sufficient evidence 
of his title to the business (e.g., the agreement for sale), should be 
granted a permit of a coupon value corresponding to the number of 
coupons surrendered. 

It will also be necessary for the vendor to advise the names of any 
wholesalers with whom he has established coupon credits; if the 
purchaser does not intend to operate on the established credits, 
vouchers or coupons to that value should be forwarded to the office of 
the Deputy Director. 
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Comments on the Report of the Victorian 
Auditor-General, 1942 


The following comments on the report of the Victorian Auditor-General, 
for the year ended March 30, 1942, prepared by a committee of the Victorian 
Divisional Council of the Commonwealth Institute of Accountants, have been 
approved by the Divisional Council : 


STATE FINANCE: YEAR 1941-42 


The Auditor-General’s report on the Victorian State Finances for the year 
ended 30th March, 1942, is more satisfactory than previous recent reports 
have been, in that, because of the swollen revenue of the State, the Treasurer 
has been enabled to eliminate a number of weak points to which exception had 
previously been taken. It should not be overlooked, however, that some of 
the satisfactory results which have been achieved are due to the buoyancy of 
the revenue resulting from the abnormal conditions brought about by the war. 
This has made possible the provision for writing off the heavy accumulation 
of depreciation losses on the Railway property. But depreciation provision 
should not depend on buoyancy of revenue. No permanent or stable provision 
on this account has yet been made and it still remains a matter at the discretion 
of the Government whether the making good of losses which admittedly occur 
in every year should, or should not, be provided for in the year in which 
they occur. This is a weakness which should be corrected. 

Notwithstanding the improvement in the position, there are some matters 
outstanding which cannot be regarded as satisfactory and in respect of which 
it is highly desirable that action of a remedial character should be taken. 


CONSOLIDATED REVENUE DEFICIT 
The Auditor-General has drawn attention to the Consolidated Revenue 
Deficit, which, as shown in the Treasurer’s Finance Statement which was 
presented to Parliament, involved a liability at 30th June last, after allowing 
for the equity in the National Debt Sinking Fund, of (round figures) 
£7,550,000. This deficit was incurred over the period of years from 1927/28 
to 1938/39 and no serious attempt has been made to liquidate it. It is 
recognised that it is being very gradually written off per medium of the 
National Debt Sinking Fund but that is not regarded as satisfactory for the 
reason that the operation of that Fund takes more than half a century to 
liquidate any liability. More prompt and more effective steps should be taken 

to write it out of the Consolidated Revenue Account. 


RAILWAYS 


The depreciation which had accumulated to the 30th June, 1941, amounted 
to (round figures) £1,005,000. This was written off by a cash appropria- 
tion during the year ended 30th June, 1942. It is emphasised, however, that 
the depreciation which accrues to the property should be provided for each 
year as it accrues and, as is indicated hereinbefore, it is considered that a per- 
manent appropriation should be made to that end. The amount permanently 
appropriated so far is £200,000 per annum which, on the evidence supplied by 
a Committee appointed to investigate the subject, is quite insufficient to meet 
the annual depreciation. 

The term “Railway Renewals and Replacement Fund” is open to objection 
because it obscures the real nature of depreciation, which is not necessarily 
a provision for replacement. It is a writing off of so much of a previously 
incurred cost as is lost in producing the income of a particular financial period, 
and the cost should be matched against the income. In other words it 1s 
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part of the operating cost of the period. In this connection attention is drawn 
to the practice of the State Electricity Commission by which depreciation is 
classified properly so—as an operating cost. (Vide page 57 of the Auditor- 
General’s report). It cannot be too frequently stated or too strongly em- 
phasised that depreciation is part of the cost of earning the income of every 
accounting period, and that the amount, or estimated amount, thereof must be 
charged in the accounts if correct statements are to be presented, and if 
financial stability is to be achieved. 


WatTER SUPPLY 


Under the provisions of Acts 4513 and 4761, two Depreciation Funds have 
been established,—one to provide for the depreciation of machinery, plant 
and structures and the other for plant and machinery. The former, it is 
stated by the Auditor-General, is in close agreement with the depreciation 
account in the Commission’s books and the latter had a credit of £17,159 at 
the close of the year. In this connection attention is directed to a statement 
in the Final Report of the Royal Commission on .Water Supply :— 


“The weir (a timber weir across the Campaspe River near Rochester) 
is ina very bad state of repair and its replacement would involve the expen- 
diture of a large sum of money, probably amounting to £100,000.” 


There is no indication in the accounts of the Treasurer that provision has 
been made or is being made for making good the depreciation of this work 
and works of a like nature. The cost of the work abovementioned was charged 
against loan funds and there is an obligation in every such case to provide 
regularly for the depreciation which is continuously accruing. A clear state- 
ment on this point is required. 

In his review the Auditor-General says, under the head of Depreciation :— 


“In previous reports it has been pointed out that depreciation is a charge 
against each year’s revenue and that it is desirable in connection with all 
State trading activities that the necessary appropriations should form part 
of the budgetary plan and the amounts voted carried to an appropriate 
replacement fund. The Treasurer’s Estimates for 1942/43 incorporate 
this principle in respect of the Railways Department, the State Coal Mine, 
the Maffra Sugar Factory, and in part the Government Printing Office. 
The same principle might, with advantage, be extended to the Victoria 
Dock Cool Stores and the various activities controlled by the Forests 
Commission and full provision made for future replacement of the plant 
of the Government Printer.” 


That statement embodies sound principles, other than that the provision fo: 
depreciation is not necessarily a provision for replacement of plant. Deprecia- 
tion is an actual direct part of the cost of rendering service and, whether the 
property is to be replaced or not, it should be provided for by a charge against 
the revenue of the year in which it occurs. To fail or to refuse to provide 
for it, as has been done by numerous Governments over a long term of years, 
is to impose on those who come after us the burden of paying for the benefits 
which we enjoy. This is indefensible from every point of view. An informed 
public opinion should be the means of ensuring that every Government shall 
face its problems as they arise and do what is right in this respect. 


AUDITOR-GENERAL 


The remuneration of the Auditor-General is, as to the greater part of it, 
provided by what is known as a Special Appropriation which is not subject to 
control by the Government of the day. Another part—a relatively small part 
admittedly—is provided by a vote on the Annual Appropriation Act, and this 
part is subject to control by the Government. That any part of the Auditor- 
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General’s remuneration should be subject to control by a Government which 
in the course of his duty he might be compelled to criticise is open to grave 
objection. As a matter of principle it is of the utmost importance that the 
Auditor-General, in his official capacity, should be independent of all control 
other than that of Parliament, and it is suggested that Parliament should take 
steps to remedy the present anomalous position. 





Insurance Companies Accounts—Il| 


Valuation of Assets 
By S. J. LENGYEL 


As in so many other .relations, insurance business is also from the 
valuation point of view different from all other businesses. In other cases 
valuation relates to assets only, while liabilities are given quantities. In 
insurance, particularly in life insurance, far the greatest part of the 
liabilities are also subject of valuation, representing the present value of the 
net obligations under the existing policies discounted at a certain rate of 
interest. The interest factor is, therefore, clearly a strong element in the 
valuation of those liabilities. The higher the rate of interest in the 
calculation of the liabilities the lower the resulting figure, and vice versa. 
The present value of a capital of £100 payable in 20 years and discounted 
at a compound interest of 3% is £55:126; of 5%, £37°243. Within certain 
limits, say within the limits of from to 1 to 2%, the rate of interest 
underlying the valuation of liabilities is necessarily an arbitrary one, the 
assumption being made that the assets will yield during the whole future 
time of the obligations a net return at least corresponding to the chosen rate 
in the actuarial valuation. Life assurance companies in Great Britain and 
Australia for instance value their assurance liabilities at rates ranging from 
24% to 4%, resulting in enormous relative differences in the net amount 
of liabilities. To safeguard the financial equilibrium of the business it is 
imperative, therefore, to value the assets in a way that a net return not 
below the rate of the actuarial valuation may be anticipated with reasonable 
safety. If the actuarial rate of interest is relatively high, asset values ought 
to' be necessarily low, to ascertain the interest required. If, on the other 
hand, the asset values are high their relative yield will be correspondingly 
lower and the valuation rate of interest should follow suit, resulting in 
higher figures of net liability. In practice the position is rather anomalous: 
companies with low valuation rate show conservative asset values, too, while 
the weaker companies with high valuation rate of interest duplicate their 
weakness by liberal valuation of assets. 

The unique position is, then, that in assurance business there is an 
inherent reciprocity between the principles of valuation of the assets and 
liabilities. As a rule in other businesses nothing can be done about the 
liabilities, they are simply given. Here, they have to be estimated in a 
specific way and a definite correlation exists between this valuation and 
that of the assets, giving the interpretation of financial statements in insurance 
a fundamentally new direction. In other businesses the equilibrium between 
the bona fide estimated assets and the existing liabilities is a conclusive 
evidence of their solvency. In life assurance a state of insolvency may exist 
despite the equilibrium between the two sides of the balance sheet if the net 
rate of interest yielding by the assets is less than the actuarial rate in 
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calculating the liabilities; in other words, insolvency in life assurance can 
be existent from a shortage of interest earning as well as of capital. The 
capitalized value of the annual deficiency in the amount of the net return 
is in such a case something like a hidden negative reserve, bound to upset 
the future solvency of the company in increasing speed, if no other sources 
are available to make up for the deficiency. 

Still another peculiar fact is that while enterprises of production and 
distribution can easily classify their properties as current and fixed assets, 
and value them accordingly either at “cost or market whichever is lower,” 
or at adjusted book values, the terms “current” and “fixed” have no 
significance in assurance. In principle all their investments are fixed assets, 
being long term investments corresponding to the long term nature of their 
liabilities. To buy and sell securities with the purpose of making profit in 
this way is not their trade. That does not mean that assurance companies 
do not take advantage of the possibilities of the market, and for some an 
opportunity may be a temptation. They do, of course, and they certainly 
make a vast turnover on the Stock Exchanges. But it means that in the 
normal course of their business they are not necessitated to sell forcibly, that 
though they may exchange one individual security against another, as a 
whole they keep them permanently, being genuine investors who can quietly 
sit on the securities and await the time of their maturity. 

Under such conditions it is but logical that the principles of valuation of 
fixed assets should in a form best suitable to the particular nature of 
assurance apply to all of their investments, making this way the financial 
statements of assurance companies to a great extent independent of fluctuating 
market prices. Those arbitrary fluctuations in the values of securities in 
repose, causing unrealized profits in one year and losses in another, are 
highly disturbing occurrences in the planned economy of a well managed 
life assurance company, upsetting the otherwise rythmical and regular 
process of business, in particular the even flow of bonuses and their equitable 
distribution among successive groups of policy-owners. 

The problem relates to other insurance business in a lesser degree. Such 
insurance is, as a rule, a short term transaction. Accordingly money in that 
business has to be invested in a way ready to be converted into cash at short 
notice. Interest is not a part in their calculation of liabilities and as their 
investments are small compared with those of life offices, price fluctuations 
can hardly affect their financial position decisively. Nevertheless a glance on 
any statistical compilation relating to non-life companies shows the importance 
of the interest factor in the economy of such companies also. 

The character of real property, mortgages, policy loans as fixed assets are 
never questioned. In principle they are valued with their book values and 
therefore they are technically unelastic for valuation purposes. In its last 
resort our problem is, therefore, reduced to the valuation of securities, the 
last group of life assurance investments. Securities are generally regarded 
as current assets and valued at fluctuating market quotations. Such a 
differentiation is, at least in case of assurance companies, an economic delusion 
and a logical contradiction.” 

Price fluctuations of securities are consequent upon the rise and fall in 
the general rate of interest. Ceteris paribus the market price of bonds with 
fixed return will fall with the rising trend in the general rate of interest of 

1, Elizur Wright puts it thus: “Actual insolvency, or inability to pay a present debt, is a 
fact which speaks for itself. Conversely, the ability to pay all debts now due is solvency, and 
this is a fact which speaks for itself. The question, then, which seeks an answer is not that 


a@f solvency in the sense of the market. It is rather whether the condition of solvency at present 
existing will continue until every pending contract is settled.” 

2. Sir W. H. Goshen: “In referring to the market values of our assets, I may repeat that 
Periodical fluctuations are of no great concern to the society so long as the securities we hold 
are sound, and repayment on the due date is secure.” 
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long term investments and will rise with lowering rates of them. But the 
same factors determine the actual exchange value of all other investments 
with fixed rates of interest, too, if their realisation is tried. The daily prices 
of securities are placarded in all windows because they have a regular market, 
while those of real estates and mortgages are not, because of their lack of 
typification and standardisation. But those negative qualities do not make 
them either better or more valuable. On the contrary, the existence of 
regular and controlled markets is a positive advantage, though marketability 
is of secondary importance for life assurance companies. One would wonder, 
says Prof. Keynes, what the consequences would be if all properties and 
mortgages had to be valued on the basis of an actual “bid” price on the 
analogy of stock exchange securities. 

And again it is paradoxical that while a direct secured loan of, say, 
£100,000 at 4% to a municipality or institution retains its face value for 
valuation purposes regardless of fluctuations in the rate of interest or, until 
a definite default, in the standing of the borrower, the market value of 
£100,000 worth of 4% bonds issued by the same borrower would prove 
highly sensitive to movements in interest rates and the changes in the 
reputation of the borrower, and the fluctuation in capital values might give 
rise to awkward problems of valuation. Another paradox of investments 
which emerges during depressions and times of stringency is that bonds 
which do not enjoy a good market fall less in price than the more sensitive 
marketable bonds, and thus securities which, while good, are not on the 
usual standards regarded as the best of their class, may by an anomaly prove 
more desirable in practice.* 

The problem of more appropriate principles of valuation in assurance 
business is thus limited to securities and that problem was for long one of 
the outstanding questions in actuarial discussions on international congresses 
and otherwise and influenced legislation in many countries. 

Perusing the great number of proposals put forward and the legislative 
measures taken by different countries, the principle of amortisation 
(mathematical valuation) stands out as most suitable to the nature of 
assurance and practicable from the public point of view. 

The mathematical value of bonds with fixed rate of interest and redeemable 
under clearly stated terms could be defined as the present value of the 
capital and all interest payable in the future until redemption. Valuing 
securities by such a method, all price fluctuations are eliminated once and for 
all and the stability of their return is warranted. 

In the United States, for example, bonds not in default and amply secured 
may be valued by assurance companies on a simple amortisation basis, 
adjusting the purchase price so as to bring the value to par at maturity, the 
premium or discount being absorbed as the bonds mature.4 In December, 
1919, the National Convention of Insurance Commissioners adopted a reso- 
lution urging all classes of companies to amortise their bonds. Since that 


3. See Paish and Schwartz: Insurance Funds and Their Investment. 


4. The amount of the accumulation for the n-th year in the case of a bond maturing at par 

without any unusual features will be given by the following formula: 
a =ftv_,— pis 
n n-l 1|@7 

the accumulation for the n-th year. 
the effective yield of the purchase price. 
the accumulated value of the bond at the end of the (n-1)th year. 
the face amount of the bond. 
the nominal annual rate of interest guaranteed in the bond on P. 
the number of interest coupons payable each year. 
the accumulation at the end of one year of m payments of Pe zach, payable at 
the end of each (1/m)th part of a year and accumulated at the effective annual 
rate of interest 1’. 
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time the wisdom of amortisation has become apparent and the principle is 
now generally recognised.® 

Though the American method stood the test to general satisfaction, it is 
not universally approved. It is based on the purchase price, which is an 
arbitrary value of the past, and therefore the method is emphatically retro- 
spective. It further accepts the nominal rate of interest of the bond itself 
and therefore it does not warrant the minimum rate necessary for the 
permanent maintenance of the reserves and it loses the coherence between 
the valuation of assets and liabilities. It also has the strange consequence 
that securities of the same type appear with different values if not acquired 
all at the same time and price, a rather awkward situation. 

Switzerland introduced a so-called prospective method of mathematical 
valuation of bonds, starting from the interest instead of from the purchase 
price, in order to obviate the shortcomings of the American method. The 
valuation in Switzerland has to be based on a rate at least 4% above the 
actuarial rate, bringing that value to par at maturity.6 This enables a 
valuation independent of price and time of acquisition, makes the values of 
bonds of the same qualities uniform whatever the price and time of purchase 
might have been, and it brings the valuation of assets and liabilities essentially 
on a common basis and thus ascertains the reciprocity between them in the 
strongest possible way.f 

The commercial valuation principles apply to other securities, such as 
common shares and stocks, bonds not suitable for amortisation and the like. 
As a rule they are valued at market prices, either at the date of the balance 
sheet or at some other more convenient date, or at the mean value of a 
certain period preceding the date of the statement. In America a Book of 
Valuation of Securities is published annually under the auspices of the 
National Association of Insurance Commissioners. This contains the 
appraised values of all securities, not necessarily corresponding with the 
Stock Exchange quotations. The Commissioners announce their ruling on 
valuation of securities annually.?_ During the time when market values were 


5. In 1932, the Convention adopted a resolution as follows: 

“Whereas the market price of Government, State, municipal, and other amply secured bonds is 
widely at variance with their true value and intrinsic worth, and 

“Whereas for many years life insurance companies have been permitted to treat such bonds on 
an investment basis so as to reflect par at maturity, which policy has proved to be wise, safe, and 
equitable to life insurahce companies and the public alike, and 

“Whereas many States permit such amortisation of amply secured bonds by insurance companies 
other than life companies in the sound discretion of the commissioner or superintendent of 
insurance whenever circumstances make such action appropriate, 

“Resolved, that this committee on valuation of securities of the National Convention of Insurance 
Commissioners hereby endorses and recommends to the Convention the principle of the amortisation 
of amply secured bonds for all types of insurance companies under proper conditions.” 


6. The calculation of the mathematical value k, of the bond “1,” repayable in n-t years at par 
and carrying an interest rate of i payable annually a posteriori is as follows: 
k, = 0+ 5"* +ia ry 
wherein j — the rate of interest on which the calculation is based, and “= tn the present value 
of the annuity “1” at the rate of interest j, payable yearly during n-t years. 
tIn the Swiss method interest makes the capital, while in the American method capital makes 
the interest. 


= 


7. The ruling for 1939 was: 

For the inventory of stocks and bonds in the annual statements of insurance companies and 
societies as of December 31, 1939, the following basis is recommended as fair market value: 

“1. All bonds amply secured and not in default shall be valued on an amortized basis wherever 
and in the manner permitted by law. 

“2. All other bonds—and where amortization is not permitted by law all bonds—should be 
valued as shown in the Book on Valuation of Securities published under the auspices of the 
National Association of Insurance Commissioners. 

en should be valued as shown in the Book on Valuation of Securities except as hereinafter 
Provi 5 

“4. Stocks held by life insurance companies may be valued in the aggregate at cost or book value 
whichever is lower, provided the income received by such companies on such stocks in the 
aggregate, during each of the 5 years preceding the date of valuation, shall have been at a rate 
sufficient to meet the interest required to maintain policy reserves and other policy obligations; 
and provided further that the net investment income received by such companies on their ledger 
assets shall not have been less than required to maintain the reserve. Cost as used shall be held 
to include stocks received as exchanges or rights received as dividends or otherwise, at not to 
exceed the market value quoted on the date acquired, or to Stocks acquired after June 30, 1939, 
which shall be carried) at the values shown in the Valuation Book. This shall not apply to stocks 
of corporations in receivership or similar status.” 
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fluctuating rapidly the values assigned were arbitrary. In most cases they 
were based on actual market values, or averages of market values at periods 
of time prior to the date of the balance sheet for which they were used. 

In Great Britain no statutory rules exist relating to the valuation of 
investments of assurance companies. It is ruled, however, that the balance 
sheet “must state how the values of the Stock Exchange securities are 
arrived at, and a certificate must be appended, signed by the same persons 
as sign the balance sheet, to the effect that in their belief the assets set forth 
in the balance sheet are in the aggregate fully of the value stated therein, less 
any investment reserve fund taken into account. In the case of a company 
transacting life assurance business or bond investment business, this certificate 
is to be given on the occasion only when a statement respecting valuation 
is made.” 

The relation between market and book values is not disclosed by such a 
general statement.® 

Aggregate figures of values and statements in general terms on valuation 
are, of course, inadequate to form more than a general idea about the position 
of a company and even less suitable to compare the situation of two or more 
companies. A good example of wide variations in accounting for the same 
securities by different companies occurs in America, where all valuation 
details are public. To quote a few cases: Baltimore and Ohio Railroad 
Southern Division Trust 5% 1950 were carried by some life assurance 
companies at 34, whereas others carry them at 100} and 98 respectively. 
Hudson and Manhattan First Lien Mortgage Series “A” 5% 1957 were 
carried by some companies at 45 and by others at 973 and 983 respectively, 
while Florida East Coast Railroad 50-year first mortgage 44% 1959 were 
carried by some companies at 62 and by others at 953 and 983 respectively. 

These examples may suffice to prove the relativity of general statements 


and aggregate figures in question of valuation and the danger of fallacious 
deductions which might easily be drawn from such figures without details. 


8. Some typical statements read as follows: 

“The Stock Exchange securities stand in the Company’s books, at or below the market values, 
which market values are arrived at by taking the middle market prices, less accrued interest, on 
the 3lst December.” 

“The market values of the Stock Exchange securities, taken at current quotations on the 31st 
December, where obtainable, otherwise estimated values, exceed in the aggregate the Book 
Values.” 

“The Stock Exchange seturities in the Life Funds are included at or below the figures to which 
they were adjusted at the last periodical valuations and subsequent purchases at or below cost, 
and after taking into account the provision for depreciation of investments are, in each case, 
in the aggregate below the aggregate market values at 3lst December.” 

“The values of the Stock Exchange securities are included at cost or under.” 


Note.—Previous articles in this series appear in Vol. XI, pp. 34 and 65. 
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Classification of Accounting Data—IX 
By A. A. FitzGErRaLp and L. A. SCHUMER 


CLASSIFICATION OF LIABILITIES 


In the preceding article of this series it was pointed out that when financial 
status at a particular point of time is being determined from the accounting 
records, the status is expressed in effect in the form of an equation—Equities 
equal Assets—and that basically it is necessary to distinguish between the 
equities of the proprietors as such and the equities of others. Equities to 
others than proprietors are termed liabilities, which may be defined as— 

the amounts of money owing or deemed to be owing 


(a) to persons other than the proprietors of the undertaking or to 
proprietors in their capacity other than proprietors, 

(b) at a particular point of time, and 

(c) as recorded in the books of account. 


In many instances the exact amount of the liability may be known, but this 
is not always so. For example, a liability may be the subject of dispute 
which is to be determined by a court or by negotiation. In other instances 
the liability may not have fully matured but some part of it may be said to 
have accrued at the point of time at which the financial status is being 
determined. 

In order to determine whether a given equity is a liability or not it is 
necessary to consider not only the person to whom it is due but also the 
nature of the transaction out of which it arises. For example, a shareholder 
in a company is a proprietor in respect of the amounts contributed by him 
to the capital of the company in accordance with agreements between him, 
the company and the other shareholders, and this relationship between the 
undertaking and the shareholder constitutes a proprietorship equity. On 
the other hand, the shareholder may be entitled to a dividend which has been 
declared, or may have deposited money on loan with the company, and in 
respect of these transactions he is a creditor in the ordinary sense of the term, 
and not a proprietor. 

Any amount owing to him, therefore, for dividends and loans would fall 
under the heading of “Liabilities.” 

But until such time as a legal obligation to pay to the individual shareholder 
has been created by the act of “declaring” a dividend, accumulated profits, 
even though they may legally be distributable as dividends, form part of the 
proprietor’s equity. It is the act of declaration of the dividend that converts 
the proprietor’s equity into a liability. 

Throughout this series of articles frequent mention has been made of the 
fact that the books of account of an undertaking do not necessarily record all 
monetary transactions in which the undertaking is involved. When account- 
ing records are based solely upon the receipt and disposal of cash, liabilities 
accepted by the undertaking will obviously not be entered in the records unless 
the liability is created by the receipt of cash by the undertaking, e.g., loans, 
advances, etc. A statement of financial status, therefore, based solely on the 
accounting records will omit other liabilities which the undertaking has 

1. Nevertheless, in one instance it is sound accounting practice to regard dividends not yet 
actually declared as liabilities. Usually dividends are declared by shareholders on the recom- 
mendation of the board of directors at the meeting at which the balance sheet is presented to them 
by the directors. Immediately the dividend is declared it becomes a liability, so that an important 
change in the financial status results from this transfer from proprietors’ equities to liabilities 
immediately after the balance sheet has been presented. Hence, since shareholders rarely fail to 
adopt the directors’ recommendation regarding dividends, it is a common and a wise practice to 


treat proposed dividends as liabilities as at the date of the balance sheet which is to be presented 
to the shareholders along with the directors’ recommendation. 
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undertaken to pay in cash at a subsequent date. If the accounting records 
are placed on a liability basis, the accounts will disclose only such liabilities 
as are definitely known, but a more precise statement of financial position is 
effected when the liability basis of accounting is used together with precise 
apportionment of revenue and expense according to accounting periods. 


FINANCIAL APPROPRIATIONS OR FUNDS 


When revenue and expense are classified in terms of Funds, it may some- 
times naturally follow that the “liabilities” will be similarly classified. In a trust 
asset, therefore, there may be “corpus liabilities” and “income liabilities” if 
any informative purpose is likely to be served by this classification. In other 
instances the liabilities may be classified according to separate funds which 
are being administered by the undertaking, e.g., liabilities of a charitable 
undertaking may be classified as “liabilities on operating account” and 
“liabilities on building account.” 


INHERENT EQUITIES OR PROPERTIES 


Whenever the persons to whom liabilities are owing are known, liabilities 
are classified in the accounting records according to persons, even though the 
liabilities to several persons may be combined (under some such heading as 
“Sundry Creditors”) in balance sheets prepared from the records. 

In some instances, however, particularly when accrued liabilities are 
brought to account in the process of apportioning Revenue and Expense by 
accounting periods, the liability may be shown as owing to a group of known 
persons (e.g., Accrued Wages) or to a person or persons as yet unknown 
(e.g., liability to give free service on equipment which has been sold under 
guarantee of such service). The amount of any such accrued liability may of 
course be capable of precise calculation, but in many instances it is necessarily 
an estimate. 

Natural or primary classification of liabilities may be based on the kind of 
document evidencing the transaction, or oa the manner in which the 
transaction is recorded, as, for example: 

(a) Liabilities to known persons recorded in individual ledger accounts; 

(b) Bills payable and promissory notes ; 

(c) Bank overdrafts ; 

(d) Bonds or debentures. 

Some consideration may also need to be given to the general nature of the 
liability, e.g— 

(a) Normal trading liabilities, that is, the day to day transactions relating 

to Expense and Deferred Expense ; 

(b) Borrowed funds, including deposits, debentures, bonds, bank over- 

drafts ; 

(c) Liabilities to associated undertakings, e.g., parent or subsidiary com- 

panies or branches of the same undertaking ; 
(d) Liabilities to Governments or governmental agencies, e.g., Income, 
Land and other Taxes, assessed or estimated to have accrued. 

(e) Liabilities to perform future services, i.e., Deferred Revenues. 

(f) Other liabilities, e.g., Dividends declared, Court Judgments, Security 
Deposits. 

A rational natural classification of liabilities may be built up, therefore, by 
taking these various aspects into consideration. 


ADMINISTRATIVE RESPONSIBILITY 


Classification of liabilities according to administrative responsibility may 
be necessary when Revenue, Expense and Assets have been classified in this 
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way. In this kind of classification the same considerations apply to liabilities 
as those discussed in the preceding article as applicable to assets. A common 
example of classification of liabilities according to administrative responsi- 
bility is the balance sheet (usually in tabular form) showing the financial 
status of each branch or department of a large business undertaking. 


PRIORITY 


It may be significant to classify liabilities according to the priority of the 
rights attaching to them. For example, liabilities may be either secured or 
unsecured, the former having some legal right attached to them, such as a 
lien, mortgage or floating charge on the property of the undertaking, which 
entitles them in certain circumstances to have the proceeds of such property 
applied to the liquidation of their debt before the claims of unsecured creditors 
are met. 

In other circumstances, particularly in cases of threatened insolvency, agree- 
ment between the creditors and the undertaking may result in preferential 
rights to payment being granted in respect of transactions entered into by the 
undertaking after an agreed date, the existing creditors agreeing to defer 
their rights to payment for the purpose of avoiding the necessity of the 
undertaking discontinuing its activities. 


PERMANENCE 


As with assets, liabilities may be classified as “current” or “fixed” for the 
purpose of distinguishing those liabilities which must be satisfied by cash 
payment within a relatively short period from those liabilities which will not 
mature for some lengthy period or which for all practical purposes are deemed 
to be fixed for the lifetime of the undertaking. Obviously, some arbitrary 
tule must be adopted for the purpose of establishing a dividing line between 
these two classes of liabilities. Usually a current liability is deemed to be 
one which will mature within a period of one year from the date at which the 
financial status of the undertaking is being determined ; and all other liabilities 
are regarded as fixed, which means, in fact, relatively fixed. 

Absolutely fixed liabilities are rare. One example is the interminable 
debenture, which is a loan repayable only on the termination of the under- 
taking or on default in complying with the terms of the debenture, e.g., in 
payment of interest on a stated date. In Australia, interminable debentures 
are uncommon. 

Since therefore the distinction between current and “fixed” liabilities is one 
of time rather than of basic characteristics, and since the dividing line is 
arbitrarily fixed, an intermediate class, known as “deferred” liabilities, is 
sometimes included in the classification, so that it becomes a threefold classi- 
fication into “current,” “deferred” and “fixed.” 

Thus liabilities payable within, say, one year would be “current”; those 
(such as loans repayable within, say, two or three years) payable at a 
moderately late date as “deferred”; and those payable at a still later date 
(such as interminable or long-term debentures) as “fixed.” 

There can, however, be no rigid rule as to the distinction between these 
three classes and the dividing lines must necessarily be vague and arbitrarily 
determined in the light of the circumstances. 

As with assets, classification of liabilities according to relative permanence 
is, in fact, a classification from the standpoint of credit-worthiness rather 
than a basic accounting concept. The purpose of such classification is to 
throw light upon the capacity of the undertaking to meet its liabilities as they 
mature, rather than to distinguish between liabilities according to their 
characteristics for the purposes of accounting. 

Nevertheless, measurement of ability to meet liabilities as they mature is 
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a very significant factor in the analysis of financial status of an undertaking, 
particularly from the proprietor’s or creditors’ standpoint. Classification 
according to permanence is therefore the basis most commonly used in 
published balance sheets, which are prepared primarily for the information of 
proprietors, creditors, and the general public. It may also be the most 
appropriate basis of classification for management purposes, but not necessarily 
so. In some instances, classification according to one of the other bases, such 
as administrative responsibility, may be more significant. 





Distributing Service Departmental Costs 


By Lestie W. IRWIN, A.F.1.A., A.A.LS., A.C.A.A. 


In every organisation engaged in the production of goods, the distribution 
of overhead costs plays an important part in the measurement of efficiency. 
Recent developments in the application of accountancy knowledge have led to 
the formulation of principles by which the accountant is guided in making 
his reports to management. The cost accountant has had to utilise not only 
these principles but also those of other professions in order to arrive at an 
accurate estimate of the distribution of expenditures which are not directly 
concerned with production activity. 

The recognition by the cost accountant that certain expenditures arise out 
of the function of time, whilst other items are incurred as a result of usage, 
has led to many discoveries of those factors which have a pronounced bearing 
upon the cost of production, and that ability of an organisation to earn 
sufficient profits to justify its continuation. 


The failure to distinguish between those costs which are incurred regardless 
of production activity and those costs which fluctuate consistently with 
manufacture has led to erroneous calculations. 


Two PRINCIPAL CLASSES OF CosTS 


Where the management desires to control costs, and does not wish costs to 
control the management, the cost accountant in that organisation plays an 
important part. His duty is to interpret clearly managerial policy in terms 
of gains or losses, and illustrate the incidence of decisions in financial terms. 

The use of reports drawn up in such a manner as clearly to show the 
difference between Fixed and Variable Costs is a potent weapon. It is 
control of these costs which spells success or failure. 

The problems of management in controlling Fixed Costs is different from 
the control of Variable Costs. The former class arise from different factors 
than the latter, and a comparison is worthwhile. 

Fixed Costs: This type of cost varies with each increase or decrease of 
production units, and arises from such causes as initial investment, capacity 
and size of an organisation. The efficient utilisation of available capacity, so 
that the highest volume level is maintained, is important. For instance, idle 
machine capacity denotes a higher fixed cost per unit of production. The 
problem of management is to utilise this capacity, and thus lower the fixed 
cost per production unit. Examples of this type of cost are: Depreciation, 
Salaries, Insurance and Interest. 

Variable Costs: This is a type of cost which is constant with production 
activity. They increase or decrease according to the units produced and are 
seldom influenced by external factors. Control may be exercised by the 
adoption of more efficient methods, the elimination of waste, or by better 
organisation. Examples are: Material, Labour, Water and Electricity. 
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DISTRIBUTING SERVICE DEPARTMENTAL EXPENSES 


Functional expenses and their distribution play an important part in 
arriving at the basic information upon which costs are distributed to machine 
groups. However, the utilisation on a Fixed and Variable basis provides 
an accurate and practical guide. 

The determination of normal capacity of an organisation is the first 
step that must be considered. Dependent upon the nature of individual 
characteristics associated with the production of goods, it is necessary to 
decide if normal capacity denotes the selling or production capacity of an 
organisation. It is also desirable to determine if normal capacity is to be 
set for each centre or department. 

Assuming in the illustration to be used in this article that the following 
data represents normality over a period in the Power Department, we have: 


Expenditure for the Year 
Direct Labour .. .. .. £22:50 Fixed Expenses: 
ck. ne: oe £16°25 
2? 


igi Insurance .. .. .. ss «: 2: 
Variable Expenses: 


Purchased Depreciation : 
Power .. .. £500 Buildings .. .. .. .. 4- 
Repairs .. .. 5°42 
505-42 Machinery .. .. .. .. 67°12 
Bmterest .. 2. oe cs oe )|«=6GRR 


£181-95 


Assuming that normal hours were 54-9 hours, for 51 weeks, = 2,800 hours 
yearly, we would have hourly rates as follows: Direct Labour xx-008; 
Variable Expenses xx‘180; and Fixed Expenses xx .064. 

Table I shows the machine groups, with the kilowatt hour capacity, and 
usage for the period under review. 


TABLE I 


Machine No. Kilowatt Hour 
Group Machines Capacity Usage 
10 1,200 800 
5 600 400 
4 950 750 
1 250 150 


MN 6s 6% ne oe 0% 20 3,000 2,100 


The application of the rates of Fixed Expense, Labour and Variable 
Expense to this table would give figures as set out in Table II. 


TABLE II 


Machine Capacity Usage Labour 
Group Fixed Expenses Variable Expenses Rate 

Rate: -064 Rate: -180 ‘008 

1,200 k.h. 768 800 k.h. 144-0 6° 

600 k.h. 38:4 400k.h. 72:0 

950 k.h. 60°8 750k.h. 135-0 

250 k.h. 16-0 150 k.h. 27-0 


HU Ul I 
wWoOnzA 


— Or we 


a 
0 


3,000 192:0 2,100 378-0 
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Contrasting this distribution of power expense with the using of an overall 
rate as applied the differences would appear as under: 





TABLE III 
£687°36 — 2,800 k.h. = -243 

Machine Machine Hours 
Grou x +243 Labour Total 
Bes. ad Seg 800 194-4 6°4 200°8 
: eT 400 97-2 32 100-4 
- oe 750 182:2 6:0 188:2 
Pee 150 36°4 1-2 37-6 
68 527-0 


Totals . .. 2,100 510:2 16° 








Referring again to Table II, we may compile a cost analysis of the 
variations of burden, and in this way ascertain where differences arise. The 
following analysis has been made: 








Total Costs of Period—Direct Labour .. .. .. #£22-°50 
Variable Expenses .. .. 505-42 
Fixed Expenses .. .. 181°94 
£70986 
Tie T15—-Coverall Bate nn ne ce bs 8% oe ee 527-00 
Underabsorbed Burden .. .. .. .. 182-86 





This analysis does not disclose any information as to how the underabsorbed 
burden was brought about. Contrast this with the following analysis: 


Table II Absorbed Burden 


Item Expenditure Expenses Over Under 
ROOEET sx ks as os «eo Ee £16-80 £5°70 
Fixed Expenses ...... 181°94 192-00 10-06 
Variable Expenses .. .. 505°42 378-00 127:42 











£70986 £586-80 £10:06 £133-12 
Difference : Underabsorbed—£123-06 


An examination of Table II points out that the causes of these variations 
are due to the greater capacity of the machines than normal, and that Fixed 
Expenses are absorbed upon a basis which is equal to 107°6% ; whilst, on 
the other hand, Variable Expenses denote an underabsorbed rate of 75% of 
normal. 

To the management, these facts illustrate it is possible to increase power 
output and that only the variable expense items will be affected. It also shows 
that the machines’ capacity is greater than the normal output before it is 
necessary to consider adding additional machines. 

The analysis of the overall rate does not give any indication in this manner, 
so that very little control is exercised over future activity. The effect of 
additional fixed charges being incurred can, under Table II, be readily 
grasped, and also it will be realised that greater output is possible with lower 
fixed costs per unit of production. 

These principles can easily be applied to other service departments, 
especially if it is desired to ascertain the effect of maintaining transportation 
services and the solving of cartage costs in connection with a business. 
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This Profession of Accountancy 


By L. W. CHANT, F.I.C.A., F.A.1.S. 


“Are the Professions Degenerating?” was a question presented in a paper 
submitted by an American accountant and taken up by the editor of Jrish 
Accountant and Secretary (Vol. 7, No. 2, p. 28). Reminded of a paragraph 
in National Portraitures, by Vance Palmer, wherein it is said that the 
observation was made of evidence of an embryo of a native trait growing in 
the lives of the early settlers of this country, the writer of this reply to the 
question—an Australian accountant—would like to present his thoughts on 
the subject, indicating not only the development of the Australian outlook but 
associating the trait to the comparatively youthful science of Accounting so 
far developed in this country. 

Accountancy is not degenerating, though in all probability there are some 
dead or dying branches holding or being supported by some stronger growth. 

Life in these times is more complex than ever, and so are its systems. 
In the economic world commerce demands wider knowledge of detail 
analyses from its operatives. Accounting, a system within economic activity, 
provides, through its followers, much of this analysis. 

So let us look at the Accounting profession “within” business. Recognition 
of an accountant’s services is usually voluntary, but sometimes compulsory. 
A business, through its management, appoints someone to give advice on 
accounting aspects affecting it. This.someone may be a person giving similar 
advice to a number of businesses, or he may be another willing té devote most 
of his working time, his skill and personality to just one business. In all 
cases he should be a qualified member of a recognised institute; though let 
us not forget the one “unqualified” by examination yet especially qualified 
in a practical sense for a particular job, or to give advice to youthful aspirants 
to obtain a degree. Since we find appointment to be either voluntary or 
compulsory, we might look for similar procedure in regard to rights, duties 
and responsibilities. 

In a democracy we need not be afraid of regulation, but should attend to 
correct application of it. First, then, should we not strive for a sound and sure 
basis? As business management is required to realise (and quickly, too, at 
times) change in procedure, is it not reasonable to ask it to recognise a right 
method of approach regarding all phases of its accounting? 

Well may we then visualise a code covering aspects of procedure, this code 
being developed through those practising accountancy by: 


(1) Individual aid. 
(2) Mutual assistance. 


(3) Some of democracy’s systems, chiefly 
(a) Its people. 
(b) Its governments. 


By the application of the expanding code, new conditions would be more 
ably met as they arise. 

Who knows what exploratory work for accountants lies ahead during war 
and in peace? New tracks will be cut, existing avenues developed, many 
of the dead and dying limbs consumed. The accounting profession is not 
degenerating as this Australian looks at the partly-constructed system. All 
members of the profession may find something useful to do in its expansion. 
Are you a constructionist ? 
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Governmental Accounts 
By FiicHt-LiIEuTENANT H. F. Fox, R.A.F.V.R., A.C.A.A., A.R.A.N.Z., A.A.LS. 


You, in your capacity as a taxpayer, are a shareholder in this enterprise 
which we call the Commonwealth of Australia. Have you a sufficient know- 
ledge of governmental accounting to enable you to secure an appreciation of 
the position from the published statements? The purpose of this article is to 
outline some of the basic points, and enable you to continue your search for 
further infcrmation. 


CoMPARISON WITH COMMERCIAL ACCOUNTING 


Basically, there is very little difference between governmental and commer- 
cial accounting. That is a statement which many readers will be ready to 
contradict ; but think it over. The Government adopts exactly the same steps 
as are followed in any sound commercial enterprise. These are: 


(a) You plan ahead. You forecast your income and your expenditure ; you 
review each subdivision of these and consider how they can be 
adjusted to achieve better advantage; you take into account changes 
of policy—expansion or reduction of activities; and you consider how 
economic trends are likely to affect the position. 

You define rules for the current management of the enterprise, among 
which are rules prescribing how and under what conditions money 
shall be received and paid out. 

You appoint certain persons to ensure that these rules are observed. 
You require the production of statements of account showing the 
monetary results of your planning. 

Consider these steps in their more concrete application, and notice the 

similarity between governmental and commercial procedures: 


(a) In private enterprise, the section heads (factory manager, sales 
manager, accountant, etc.) prepare the forecasts for the various sub- 
divisions of income and expenditure; the accountant collates them; 
the senior executives review them; and the directors make the final 
decision regarding them. In the Government, the departmental heads 
(guided to some extent by the Minister) prepare the forecasts of the 
subdivisions ; the Treasury collates them ; they are reviewed by Cabinet, 
and approved by Parliament. 

(b) Articles of association and internal memoranda define the rules of 
management in private enterprise. The governmental counterparts of 
these are Acts of Parliament, together with statutory rules made 
thereunder, and departmental circulars. 

(c) and (d) The comparability of the third and fourth steps is obvious. 

There is, however, a difference of aim. Private enterprise endeavours to 
produce maximum profits, the means by which these are produced (eg., 
manufacture and sale of goods or rendition of services), being to some extent 
merely a necessary adjunct. To state the facts bluntly, the tendency of modern 
business is to provide minimum service from maximum income. The Govern- 
ment, on the other hand, should aim to provide the taxpayers with a maximum 
service from a minimum income. 

This difference of aim results in a variation of the attitude adopted in the 
approach to the first step to which your attention has already been directed. 
Private enterprise forecasts the extent of the service which it will provide, 
and plans its finances accordingly. The Government, on the other hand, 
forecasts its finances (proceeds from taxation, etc.) and plans its services 
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accordingly. In war time or periods of great expansion, the services to be 
rendered acquire greater prominence in the Government’s consideration, but 
even in these cicumstances the forecast of income (i.e., taxation) retains 
its predominance, and the raising of loans frequently has to be resorted to if 
pressure of circumstances renders the provision of further services essential. 

The extent of a government’s activities is much wider than that of most 
private enterprises. The result is that the majority who have personal contact 
with governmental accounting see only a glimpse of the complete system and 
follow the prescribed procedures merely because they have been prescribed 
and without any intelligent understanding of the reasons for them and how 
they fit into the complete plan. These people are no better than the ledger 
machinist who depresses certain keys in a predetermined sequence, just 
because she has been taught to do so. But the wider extent of the Govern- 
ment’s activities does not make the basic elements of its accounting system any 
different in principle from those of the butcher, the baker, or the candlestick 
maker. Its immensity merely makes it more difficult to envisage as a complete 
whole. 

Tue BupGet AND EsTIMATES 

The basic rules relating to the accounts of the Commonwealth are found 
in various Acts of Parliament and statutory rules made thereunder. The 
chief of these is the Audit Act. 

Once every year the Government prepares a budget, i.e., a forecast of 
receipts and payments for the ensuing year. This shows on the receipts side 
details of the expected proceeds from taxation and other sources of income, 
while on the payments side appear details of the works and services on which 
it is proposed that this money shall be spent. Because the extent of the 
Government’s activities is so great, it is not convenient to give complete 
details of proposed expenditure in the budget, and so the figures which appear 
therein are in only summary form. Even so, the budget is by no means a 
small publication. 

The detailed forecasts of expenditure are called “Estimates,” and are bound 
separately. In peace time they generally provide a good amount of detail, 
but in times of war much of this information is not published, as it would 
be useful to the enemy, and consequently only the barest total for the Service 
departments appears. It is, of course, just as necessary for the Government 
to prepare the detailed estimates in war time, and this information is merely 
withheld from publication. 


DIVISIONS AND ITEMS 


The Audit Act defines the Commonwealth Public Account as including 
“,.. all public moneys whatever”. In other words, the Commonwealth Public 
Account is the common public purse. Convenience, however, decrees that 
this account shall be split into sub-accounts, which are generally known as 
“Funds.” For instance, there is the Consolidated Revenue Fund, the Loan 
Fund, and the Trust Fund. 

These funds are further divided into what are known as “Divisions,” and 
it is these divisions which appear as headings in the estimates. Some govern- 
ments use the word “Vote” instead of our “Division,” though we in Australia 
refer to Parliament voting a sum of money when we mean that proposed 
expenditure shown on the estimates has been approved. 

The divisions, in their turn, are broken up into further sections, which are 
known as “Items” or “Subdivisions.” 

Argument might be raised as to the nature of the items on the estimates, 
though this is a topic beyond the scope of this present article. It is sufficient 
here to say that in some instances the classification is subjective (e.g., salaries, 





116 THE AUSTRALIAN ACCOUNTANT MARCH 


travelling expenses), while in other cases it is objective (e.g., according to 
various works projects and services). Each type of classification has its own 
advantages and disadvantages. The objective classification results in a certain 
degree of cost accounting, but it is necessarily more complicated and generally 
increases the volume of accounting work. 


CoMPILATION OF ACCOUNTS 


The estimates are the plans in accordance with which the Government 
constructs its accounts. It maintains, therefore, an account for each item (it 
might even have a number of accounts which combine to make up an item), 
and it has control accounts to govern the item accounts of each division. In 
other words, these control accounts show the combined results of operations 
on all the item accounts, i.e., the division. Then, again, there are master 
control accounts of each fund, which consequently show the summarised 
position of each fund. 

The similarity between these accounts and those of commercial enterprise 
is now more obvious. The Government does work on double entry, contrary 
to the belief of so many, but its organisation is so extensive that few are 
fortunate enough to see both the debit and credit entries for any transaction. 


BuDGETARY CONTROL 


The finer points of budgetary control have been introduced to any appre- 
ciable extent into private enterprise only during recent decades, but this is a 
feature which has been used by governments over many years. And how 
easy it is to operate! 

Firstly, Parliament appropriates a certain sum of money for expenditure 
on an item appearing in the estimates. The spending department then makes 
preparation for the expenditure, and issues authority to one of its officers to 
incur the expense. The issue of this authority is recorded on the ledger 
account for the item and, as the expenditure is recorded on the same sheet, 
it is an easy matter to ascertain the amount of any unexpended balance. 
There is, therefore, no difficulty in maintaining a constant watch to ensure 
that over-expenditure does not occur on any item, or in ascertaining details 
of unexpended balances which are available for transfer to other items. 


SUMMARY 
The following chart shows in diagrammatic form the steps taken in the 
sectionalisation of the Government’s accounts of expenditure, and serves also 


as a summary: 
Commonwealth Public Account 





Consolidated Revenue Other 
Fund Funds 


| 
Division Other 
1 Divisions 
| 











| | | 
Item Other Item Other 
1 Items 1 Items 
NOTE: Other funds and divisions are subdivided in the same way as Division 1 of 
the Consolidated Revenue Fund. 
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Farm and Station Accounts 
By A. BLake ForsytH 


An article in the August, 1942, issue of The Australian Accountant by 
G. Tomlinson on “How to Make Farm Accounts Live” reminded me of the 
story of the teacher who asked Tommy, “If there were eight sheep in a yard, 
and one jumped out, how many would be left?” Tommy replied, “None, 
Miss.” Astonished, the teacher said, ““Nonsense, Tommy, there’d be seven 
left, wouldn’t there?” To which Tommy replied, “You may know ’rithmetic, 
Miss, but you don’t sheep.” 

Thus, my friendly criticism of Mr. Tomlinson’s article is based on his 
obvious lack of practical knowledge of primary production. I do not dispute 
his knowledge of accounting, and trust my remarks will be of assistance 
to the many accountants handling farm and station accounts, and who are 
interested in the collection and tabulation of statistical data relating thereto. 

No good purpose would be served in making a detailed criticism of the 
article referred to, but I draw particular attention to a very common error 
made by Mr. Tomlinson when, in his table “Cost Comparisons” he relates 
the number of sheep shorn with the number of bales of wool obtained in each 
year, and then relates one year with another. These relations are illogical 
and valueless, as I have known the average bale in one year to be as much 
as 50 Ibs. heavier than the average bale in the following year. Variations in 
average weights depend on the amount of “condition” in the wool, whether 
the wool is tightly or lightly pressed, the amount of vegetable matter in the 
wool, etc. 

Actually, it is very difficult to decide on an equitable comparison in any 
branch of primary production, and it is my candid opinion that not 1 per cent. 
of agriculturists can or will give their accountants any assistance in the 
matter, as there are too many variables to contend with and too many 
incalculable factors. Mr. Tomlinson’s suggestion of comparing “the ratio 
of manure used to production output—and over- or under-manuring rectified” 
does not stand up to close investigation, for, besides the factors of rainfall, 
disease, etc., being impossible to measure, you cannot transcribe Nature to a 
collection of figures. In the same way, budgeting is impracticable, if not 
impossible, for no two seasons are alike, and every year one or more expense 
accounts will show abnormal or subnormal expenditure. And what can one 
do about these variations? If there is a drought, Fodder Account grows 
large—and no budget can assist the grower in deciding when he has bought 
sufficient feed or when the drought will break. 

Therefore, for the average accountant the scope of tabulating data relating 
to farmers and graziers’ accounts will be very limited, and the demand non- 
existent for the supply of such data. 

But if you should be asked to prepare tables for the collection of statistics, 
then allow me to advise you, firstly, to take pains to learn the most common 
“trade” terms and their accepted meanings, and, secondly, proceed very 
warily. 

A fairly common comparison among graziers is the amount each mob shorn 
cuts per head, and this gives an interesting table, but makes no provision for 
overstocking or understocking—an important factor. 

Thus, a more logical and accurate calculation is the weight of wool per 
sheep per acre, or, alternatively, the weight of wool obtained from each acre. 
In the latter case, although the number of sheep shorn is not actually used in 
the computation, the factor of over- or under-stocking indirectly influences 
the result. But even then, a note should be made of any pasture improve- 
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ments during each year, such as ringbarking, suckering, fertilising, harrowing, 
sowing of grasses, etc., as these affect the carrying capacity of a property. 
I am unable to suggest any method of measuring such improvements and so 
allow for any dispersion. 

Do not make another common error and tabulate the gross value per pound 
of wool. Such comparison makes no provision for market variations, quality 
of wool obtained in each year, faulty or excellent classing, and numerous 
other factors. Here again it is difficult to see how such variations can be 
measured. If you desire to make comparisons of wool values obtained from 
year to year, I suggest one or more of the following: 


1. Gross value per Ib. per acre. 
2. Gross value per acre. 
3. Gross value per sheep per acre. 


Probably the third method is the most accurate, as it allows indirectly for 
any deterioration in the quality of the wool due to the age and condition of 
the sheep. However, none of these methods is really accurate, although the 
basis of each calculation is logical. 

Do not tabulate the number of bales of wool obtained each year—such data 
is valueless, as mentioned before. 

As to farmers, even greater difficulty is met with in tabulating statistics 
relating to their business. For example, a considerable amount of the farm 
production is used on the farm, and the amount so used varies considerably 
from year to year. A farmer can assess fairly accurately the weight of hay 
produced by the amount of binder twine he has used, but this, at best, is only 
an approximation. Also, most farmers still use the barter system—a fact 
which the Taxation Commissioner has apparently overlooked, incidentally— 
and the use of this medium of exchange further complicates matters. 

But the seeker after statistical truths will find his biggest headache on a 
property where grazing and farming is mixed. For instance, on the property 
on which I work there are 12,000 sheep, 250 cattle and 500 acres of cultivation, 
comprised of oats, corn, peas, potatoes, pumpkins and turnips, and below I 
tabulate the procedure of disposing of the farm produce. 

Oats.—As green feed, grazed off during winter, then later allowed to ripen. 
About 50 acres cut for hay, the balance “stripped” for the grain. Hay: Some 
fed to cattle, some sold, some cut for chaff. Chaff: Some fed to stock, some 
sold, some stored for use later. Grain: Some retained for seed for next 
season, some fed to stock, the balance sold. 


Corn.—Practically all fed to stock after being “shelled,” any surplus sold. 
All Other.—Sold or fed to stock, depending on market conditions. 


Naturally every employee varies his work between farming and sheep 
husbandry, and the two “departments” are very closely interlocked in other 
ways. Further to complicate matters, some of the crops are grown on shares 
and some are cut on a share basis. 

This is but an outline of the difficulties facing accountants when dealing 
with farm and station accounts and statistics relating thereto, but I trust you 
will now devote some thought to the subject and, as nothing is impossible, 
devise some formulae from which accurate statistics may be prepared, for 
bookkeeping alone is inadequate to meet the needs of managerial control in a 
highly technical civilisation. 
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The Recognition and Measurement of Worth 


By R. E. MASKELL, A.1.C.A., A.F.I.A., A.A.LS. 


Just as it is one thing to hope and another thing to achieve, it is one thing to 
recognise worth and another thing to measure worth. 

Broadly speaking, it can be said that it is the prerogative of management 
to recognise worth, while it is undoubtedly the accountant’s function to 
measure worth. It is at this seeming conjunction of functions that there is 
in truth an unnecessary divergence when the important matter of accounting 
for stocks-in-trade or inventories is considered. By an accident of history, 
there has been a general failure to distinguish between the recognition of 
worth and the measurement of worth. To the adherents of the balance sheet 
approach, this financial statement is viewed as a valuation statement. 
Attempts by managements to present statements of current position have 
resulted in the “golden rule” of stock valuation known for convenience (but 
not aptly) as the “cost or market” rule. The balance sheet approach as 
opposed to the profit and loss viewpoint is nothing more or less than an 
attempt to recognise worth. 

But, while this viewpoint persisted, the profit and loss statement was not 
given the consideration of which it was deserving. It was an undoubted fact 
that the subjective recognition of worth relative to stocks-in-trade towered 
in significance over the profit and loss approach, or the objective attempt to 
measure worth. 

These unscientific attempts to recognise worth both distorted the profit 
and loss statement, by reducing the reliability of the gross margin index and 
limiting the value of otherwise useful operating and balance sheet ratios. 


NEED FOR FREQUENT ADJUSTMENT IN OurR OUTLOOK 
According to that eminent accountant Lord Plender— 


“Regard for Tradition should not imply complete Contentment, 
but rather Well Ordered and Cautious Progress. 

Our mental Outlook should not be Rigid, 

And our Perceptions should be capable of 

—indeed, they require—frequent adjustment.” 


Without doubt our “mental outlook” has been rigid when we have 
considered this fundamental matter of the measurement of worth in relation 
to the Trading Account. In this connection it may astonish some accountants 
to know that the “cost or market” rule, in its application, has been traced 
back to A.D. 1393 by Prof. A. C. Littleton, in an article entitled “A Genealogy 
for Cost or Market,”! showing that for 550 years accountants have prepared 
trading accounts (based on this illogical rule), the results of which have 
been relied on by varied sections of the community to guide them in their 
future actions. 

The modern accountant, I believe, sets for himself the task of reducing the 
seeming chaos of business facts to order, thus to reveal the truth, however 
unpalatable. But truth evolves from order, and if government and planned 
economic control are to be derived from the accounting absurdity of the 
“cost or market” rule, then much of the time spent in the preparation of 
these financial statements will result in economic fallacies being perpetuated. 

If the gross profit margin as a means of measurement has been realised 
to be a very effective accounting device, then it has been deliberately robbed 


1. The Accounting Review, June, 1941. 
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of much of its effectiveness by the failure to distinguish between the 
recognition of worth and the measurement of worth. 


AN ImMporRTANT DISTINCTION 


Before proceeding it is necessary to distinguish between stock reserves 
and legitimate mark-downs. 


(a) Stock Reserves: 

Although discounting of stocks has taken place, the selling prices are 
determined on the basis of outlay or cost, in the majority of cases. Manu- 
facturing concerns often apply a “blanket” percentage to the total inventories 
at the end of the financial period. The “blanket” percentage is also popular 
in retail business, as the application of it does not necessitate the alteration 
of numerous stock records. 


(b) Legitimate Mark-downs: 

In large retail establishments it is, at times, a part of the merchandising 
policy to base selling prices (in the next financial period) on the selected 
inventories as discounted, i.e., these legitimate mark-downs are usually made 
in order to clear old season’s stocks, or merchandise which has not been as 
attractive to customers as expected. In this case, it is usual for the costs to 
be amended on the cards, thus putting into effect the prerogative of manage- 
ment—the recognition of worth. 


Tue AccouNTANT’S FUNCTION—THE MEASUREMENT OF WorRTH 


If current accounting practice is any indication, it is not generally realised 
that the creation of stock reserves, even when a constant percentage to the 
total stocks is applied, requires special treatment in the trading account if 
the results obtained are not to be fallacious and therefore misleading. 

In numerous cases the gross margin rate as shown by the trading account 
does not indicate the normal rate of gross margin applied by the manage- 
ments during the financial period, in the determination of selling prices. 
This fact will negative the usefulness of the gross margin figure as an index 
of control. It will also mean that this resultant should not be compared 
logically with the figures obtained in other financial periods. The following 
example will demonstrate the position: 


Example 
(a) In each of three years, 300 units which cost £1 each were sold at £1/10/- 
each (i.e. a mark-up of 50%). 
(b) The opening and closing stocks were: 
Year 1 Year 2 Year 3 
Opening Stock 100 80 120 
Closing Stock 80 120 100 
(c) In order to have the above units in stock at the balancing dates, after 
disposing of 300 units (see (a) ) the purchases were: 
Purchases 280 340 280 
(d) The rate of discount on the closing stocks was 20%, therefore the 
following trading statement for the three periods would result: 


TRADING STATEMENT 


1st Period 2nd Period 3rd Perio 

£ % £ % £ Jo 
Opening Stock 80 64 96 
Purchases 280 340 280 


Total 360 404 376 
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Closing Stock 64 96 80 


Cost of Goods Sold 296 100 308 100 296 100 
Gross Margin 154 52 142 46 154 52 


Sales 450 152 450 146 450 152 








3 








Although no variation has taken place in either the number of units sold 
or the rate of gross margin added to cost, namely 50% (see (a)), 
the trading statement shows a gross margin rate of 52% in the first 
period, 46% in the second period, and 52% in the last. 

(f) The fluctuation in the rates of gross margin has resulted from the 
operation of a constant rate of stock discounting on varying amounts of 
opening and closing inventories. 

(g) To prove that the normal rate of gross margin applied in each period 
has remained unchanged at 50% on cost, all that is necessary is to 
reconstruct the Trading Statement presented under (d) above, to include 
both opening and closing stock at actual outlay or cost as follows: 


TRADING STATEMENT 
1st Period 2nd Period 3rd Period 
£ % £ % £ % 
Opening Stock 100 80 120 
Purchases 280 340 280 


Total 380 420 400 
Closing Stock 80 120 100 


Cost of Goods Sold 300 100 300 300 100 
Gross Margin 150 50 150 150 50 


Sales 450 150 450 450 150 














—__—______—__—_. ] 





Thus it will be realised that the accountant, in measuring worth, should 
record opening and closing stocks at cost, where there has not been legitimate 
mark-downs, as otherwise the great value to be derived from comparative 
gross margin schedules will be destroyed, to say nothing of the greater 
amounts of taxation which have been paid (due to ever-increasing rates of 
taxation) by some traders, on profits which have been unduly inflated, 
because of the “pushing forward” effect which the discounting of stocks in 
any one period tends to produce. Further, if the “stock reserve” method of 
presentation were used for showing legitimate mark-downs, namely, the 
inclusion of both the opening and closing stocks in the trading statement at 
actual cost, the rates of gross profit margin obtained would still be an 
unreliable measure. For the sake of interest I have presented the trading 
statement as it would appear on a cost basis (the same data as before) : 

Period 1 Period 2 Period 3 

£ % £ % £ % 
Opening Stock 100 80 120 
Purchases 280 340 280 


Total 380 420 400 
Closing Stock 80 120 100 


Cost of Goods Sold 300 300 300 
Gross Margin 120 126 114 


420 426 414 
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It will be seen that the gross margin percentage rates have fluctuated 
although the opening and closing stocks have been extended at cost. There 
has been no alteration in the discount policy nor has the basis of determining 
selling prices been altered. This is because the amounts on which selling 
prices were actually determined are not extended in the trading statement 
(the cost price was not the basis, because there were legitimate mark-downs), 


ACCOUNTING FOR LEGITIMATE MARK-DOWNS 


In order to demonstrate that discounting of stocks (whether of the type 
discussed previously, or of the legitimate mark-down type) distorts the trading 
statement as conventionally prepared, it will be desirable to use the same data 
as included in the example cited previously ((a) to (d)). Further, it has 
been assumed for methodological purposes that the total markdown each year 
approximates a constant percentage of the total value of stocks on hand. 


Data Number of Units 
Period 1 Period 2 Period 3 
Opening Stock 100 80 120 
Purchases 280 340 280 
Total 380 420 400 
Closing Stock 80 120 100 


Units Sold 300 300 300 


It will be recalled that I stated that the outstanding feature of legitimate 
mark-downs of closing stock was that the discounted cost (or cost (b)) forms 
the basis for the determination of the revised selling prices in the next financial 
period. Therefore, if the rate of mark-ups is 50% and the stock discount is 
equivalent to 20% of the value of the closing stock each period, the trading 
statement would appear as follows: 

Period 1 Period 2 Period 3 
Yo £ %o £ % 
64 96 


Opening Stock 
340 280 


Purchases 


404 376 

96 80 

100 308 100 296 
41°8 118 38-3 118 


141-8 426 138-3 414 


Total 
Closing Stock 


123] Be, 


Cost of Goods Sold 
Gross Margin 
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BR 
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Sales 


Explanatory 
The total sales in each period are arrived at as follow: 





Description Period 1 Period 2 Period 3 








£ £ 
Old Stock 100 Units @ 16/- 80 @ 16/- plus 120 @ 16/- plus 
plus 50% 120 0° 96 % 


; 509 
New Stock | 200 Units @ £1 22 £1 plus 180 @ £1 plus 
plus 50% 300 0° 330 | 50% 270 


420 426 414 























From the Trading Statement it will be noted that the gross profit percentage 
margins have varied although there has not been a variation in the discount 
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policy, nor has there been a change in the basis used for determining the 
selling prices. 

The trading statement presented below will prove that there has been no 
variation in the normal rate of gross profit margin in determining selling 
prices. However, the opening stock has been included in the statement at 
the discounted value (as this was the basis for determining future selling 
prices) and closing stock at cost (as a discounting of stocks at the end of a 
period does not affect the merchandise sold during that period). 

Period 1 Period 2 
£ Jo £ Jo 
Opening Stock (at 
mark-down cost) 80 64 
Purchases 280 340 


Total 360 404 


Closing Stock (at 
original cost ) 80 120 100 


Cost of Goods Sold 280 100 284 100 276 100 
Gross Margin 140 50 142 50 138 50 


Sales 420 150 426 150 414 150 


Tue ConFLict BETWEEN THE RECOGNITION OF WORTH AND THE 
MEASUREMENT OF WorTH 


It will now be realised that there are two opposing forces at work, forces 
which are not adequately shown by conventional trading statements where 
the circumstances assumed in this article apply. There is in reality a seeming 
conflict between the managerial prerogative of recognising worth and the 
accountant’s function of measuring worth. 

Some trading statements may show the “stock reserve” aspect correctly, 
by adding back the amount of discount to arrive at cost, but I have not seen 
an adequate treatment of both (a) the “stock reserve” aspect and (b) the 
legitimate mark-down aspect, in the one trading statement. 

However, by further extending our line of thought the significance of both 
forces can be disclosed, and the final percentages and amounts of gross margin 


determined as below: 














Sales .. - ae 

Total Cost on which 
Prices were deter- 
mined :— 

Opening Stock (dis- 
count value) 

Purchases 


Total .. a 
Closing Stock (at cost) 





Gross Margin Obtaine 
on Sales .. - 

Less discount on 
Closing Stock 


























Effective Gross Margin 








124 THE AUSTRALIAN ACCOUNTANT MARCH 


THE MEASUREMENT OF PERFORMANCE 

At a meeting of the enlarged committee on accounting procedure of the 
American Institute of Accountants, the Vice-Chairman of the Committee, 
Mr. George O. May, proposed as a sort of guiding “golden text” the following 
statement : 

“A fair determination of income for successive accounting periods is 

the most important single purpose of the general accounting reports of a 

corporation.’ 
—and this matter is closely related to the problem of the recognition and the 
measurement of worth. 


2. Quoted by Prof. W. A. Paton in Recent and Prospective Developments in Accounting Theory, 
1940, publication of the Graduate School of Business Administration, Harvard University. 





War-time Responsibilities of Business Executives 
By C. L. S. HEwITT, B.cOM., A.I.C.A., A.C.A.A. 


National Security (War Service Moratorium) Regulations 


An amendment to these Regulations provides certain variations in the 
application of the National Security (Landlord and Tenant) Regulations. 
The provisions of sub-paragraph 14 of Regulation 15 of the latter Regulations 
which relate to the ejectment of tenants shall not apply in relation to any 
premises of which a member of the forces, a parent of the member, or a 
female dependent of the member is the lessor unless the lessee of the premises 
is a member of the forces, a parent of the member or a female dependent of 
the member. 

Another amendment provides that action to eject such a tenant shall not be 
taken unless the lessee has failed to pay the rent in respect of a period of not 
less than 56 days as compared with the period of 28 days in other cases. 

Further amendments to these Regulations provide that suitable alternative 
accommodation must be provided by a lessor before a Fair Rents Board can 
eject a member of the forces, a parent of the member or a female dependent 
of the member, on the grounds that the premises are reasonably required for 
the personal occupation of the lessor. Suitable alternative accommodation 
is defined in the Regulations and the rent must not exceed that of the premises 
at present occupied. The floor area of the alternative accommodation must 
be not less than that of the premises now occupied and the other conditions 
of the tenancy must not be inferior to the present ones. 

Further provisions are made for the recovery of premises from the tenants 
referred to above when the tenancy has been lawfully determined. 


National Security (Supplementary) Regulations 

An amendment has been made to these Regulations providing that a money 
order may be granted under the Post and Telegraph Act 1901-1934 for any 
amount not exceeding £40. 


National Security (Manpower) Regulations 


A number of amendments to these Regulations has been made and were 
notified in the Commonwealth Gazette in January, 1943. Among the pro- 
visions now inserted is the power to the Director-General of Manpower to 
prohibit the appointment of any person to the defence forces or to specify 
the conditions upon which such appointment may take place. 

Regulation 15 of the principal Regulations has been repealed and a new 
Regulation inserted in its stead which sets out in some detail the directions 
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the Director-General of Manpower may give to any person resident in 
Australia requiring him to engage in employment under the direction and 
control of the employer specified in the direction. 

A further Regulation is inserted providing that a person shall not engage 
another in employment except after demanding the production of the 
identity card of the person sought to be engaged. The latter person is also 
required to produce to the prospective employer his identity card and—if he 
is a member of the defence forces who is in possession of a certificate of 
release from war service or a leave pass—that certificate or leave pass. Any 
failure to comply with these obligations is to be reported by the prospective 
employer within 3 days to a National Service Officer or some other person 
authorised by the Director-General of Manpower. 


National Security (Tea Control) Regulations 

An amendment to these Regulations empowers the Tea Control Board, 
subject to the concurrence of the Commonwealth Prices Commissioner and 
the approval of the Minister for Trade and Customs, to fix the minimum price 
at which any tea may be sold. 


National Security (Land Transport) Regulations 
Regulation 4 of the principal Regulations has been amended to include 
ferry transport of goods and persons. 





Costing of an Industrial Laboratory 


By J. N. KEYNES, A.C.A.A. 


The following procedure is submitted as a satisfactory means of distributing 
and controlling the cost of operating a laboratory established to service an 
industrial undertaking, such as a mine, metal works, etc. 

The first step is to schedule the various types of determinations customarily 
performed for the organisation, together with the average number of each 
type over a given period by a certain staff of chemists. 

An assessment is then made of the average time occupied in making each 
particular test and of the value of the chemicals consumed therein. The 
average hourly wage rate of the operating chemists is struck and applied to 
the time calculated as the standard for each test. To this is added the monetary 
value of the material used, thus arriving at the prime labour and material 
equivalent of the separate determinations. A check on the approximate 
accuracy of these assessments may be imposed by multiplying the aggregate 
determinations of each type for the costing period by the appropriate prime 
cost figure and the addition thereof should agree, within reasonable limits, 
with the labour and material expenditure for the period. 

The prime cost of each determination is converted, for easy handling, to an 
index figure bearing the same relationship to each other as do the respective 
prime costs. 

The following is an abridgment of a scale so calculated: 

Type of Test Index of Units 
of Value 
Antimony—Lead Core .. .. .. 2. we ee ee ee 1 
Pced—Fecemt SOMMIOR 2. oc oe cc ce oe ce se 4 
Brass—Complete analysis .. .. .. .. .. «2 «se. 288 
eo Pe a ea ee ee ee 200 
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Copper—Routine analysis 

Grain Size—Brass strip . 

Hardness Test—Vickers .. is — 
Mercurous Nitrate Test—per lot of 25 | —_ 
Moisture—various materials .. 
Paper—analysis vide specification 
Spectrographic analysis . . 

Steel—complete analysis .. 
Water—Hardness .. + 

Zinc Oxide—complete analysi Rs 


It is possible also to express other work done by the laboratory staff in 
the same manner, e.g., calibration and routine inspection of instruments. 

Obviously an index of units of value, constructed as explained, assumes 
the continuance of the existing ratio of laboratory man-hours to volume of 
determinations (expressed in units of value) performed as well as the same 
relationship between the respective cost of individual items of material used. 
Hence, if the ratios were to become seriously out of alignment, then the index 
would have to be re-calculated, but the necessity for this does not occur 
frequently, and in any case it would not be a formidable job if the original 
workings had been retained for reference, as they certainly should be. 

In the hands of the chemists the record of work done is reduced to simplest 
terms. They record, in addition to the result of each test in a certificate book, 
a log of tests made. 


CueEmIst’s Work Loc 
Week ended 





Centre 
l 

C opper-routine 

Hardness Vickers 

Mercurous Nitrate 


Signed 


























Laboratory assistants are often engaged more or less continuously on 
certain classes of tests, which means that the scope of their work is very 
limited but volume of completed tests high. On the other hand, the more 
experienced chemist covers a greater diversity of work. This means that 
several logs, some daily and some weekly, would needs be devised. 

The daily (or weekly) totals are posted on to four weekly collecting 
sheets so as to provide the means of establishing the total number of each 
type of test against each cost centre for the period to which is applied the 
appropriate unit of value. Finally, the aggregation of units of value for each 
cost centre is obtained. 

It now remuins to convert the tota! units of value charged to each cost 
centre back to £A., and in order to do so the monetary equivalent of the unit 
of value must be available. 

As the unit of value is based on the expression of prime labour and materials 
cost as a numerical equivalent, all that remains to be done is to arrive at what 
loading must be added to absorb the remainder of the laboratory expense, 
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yiz., supervision, lighting, maintenance, depreciation and miscellaneous. For 
all practical purposes a common loading will suffice. Thus the monetary 
equivalent of a unit of value might be ‘85d. 

So far the primary aim has been to establish an easy and equitable method 
of distributing laboratory expense amongst the users of the service, but 
additionally certain statistical data is made available, as, for instance, the 
number of determinations of each class made for the several cost centres and 
the individual performance of chemists. 

Control over expenditure incurred by the laboratory is initially exercised 
by the aid of the subjoined cost summary. Recourse is had to detail where 
the summary brings out unexplained variations. 


SUMMARY OF EXPENDITURE EAcH PERIOD 





Average Cost 
4-weekly Period 
last year l 


Labour: 
Supervision 
Operating 
Recreation, etc., Leave 
Materials : 
Stores: General 
Water 
Fuel Oil 
Power : 
Electricity 
Gas 
Repairs and Maintenance: 
Labour 
Material 
Sundry Services : 
Transport 
Depreciation 


Total 








Total Expenditure this 
year to date 
Distributed for period 
Total Distributed this 
year to date 
Balance over distributed 
Balance under distri- 
buted 
Units of Value this 
period 
Units of Value this 
year to date 
Rate per Unit of Value 
this period 
Average Rate per Unit 
this year to date 

















(Note.—It will be observed that the summary does not make provision 
lor general factory overhead being charged to this service account. ) 


The amount over or under distributed would determine what rate (or 
monetary factor) would be fixed for the next period, always allowing for 
the spread of unusual expenditure over a reasonable space of time. A serious 
divergence between expenditure and distribution might indicate that the units 
of value required fresh assessment. 








THE AUSTRALIAN ACCOUNTANT 


Book Review 


Advanced Accounting 


By Pror. W. A. Paton 
The Macmillan Company, New York, N.Y. 837 pp. 1941 


Some fourteen years ago, Henry Rand Hatfield reviewed another voll 
of Prof. Paton’s in the Journal of Accountancy. He then said: 
“Tt is indeed a pleasure to review a work by Professor Paton for there 
is, perhaps, no other accountant who equals him in keenness of insig 
careful analysis and penetrating interpretation.” 

This well-produced volume embodies the wider experience and riper judg- 
ment gained by the author in fourteen years of thought and additional practicg, 
Of particular interest is Prof. Paton’s thorough discussion of the preparation: 
and use of Consolidated Statements. 

In an excellent and comprehensive work of this nature it is difficult t9 
particularise, but its main features appear to the reviewer to be the author’ 
criticism of the straight-line method of depreciation, the treatment of losses) 
of capital during the preliminary period, and a chapter of great moment of) 
accounting during an inflationary period—R. E. MASsKELL. 
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